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THE  RAILWAYS  IN  PEACE  AND  WAR 


By  Samuel  O.  Dunn 


HE  great  war  will  throw  light  on  many  important  ques 


JL  tions.  One  of  these  is  the  question  of  government 
ownership  versus  private  ownership  and  government  regula- 
tion of  railways.  For  many  years  the  railways  of  the  United 
States  were  managed  by  their  owners  and  officers  with  little 
government  interference.  The  results  were  not  satisfactory 
to  the  public.  The  discerning  foresaw  that  government 
regulation  would  do  harm  as  well  as  good.  The  public 
became  convinced,  however,  that  it  would  gain  more  by  this 
policy  than  it  would  lose.  Effective  regulation  was,  there- 
fore, begun  with  the  passage  of  the  Hepburn  rate  law  by 
Congress  in  1906. 

Varying  opinions  are  held  regarding  the  results  of  the 
policy  since  followed.  The  number  of  persons  who  still 
believe  in  unregulated  private  management  is  small.  The 
number  who  regard  the  present  system  of  regulation  as  satis- 
factory also  is  small.  The  number  who  favor  private  owner- 
ship subject  to  better  regulation  probably  constitutes  a 
majority.  The  number  who  regard  government  ownership 
as  the  ultimate  and  best  solution  of  the  railway  problem  also 
is  large.  It  is  probable  that  the  struggle  of  the  future  over 
the  railway  question  will  be  between  those  who  favor  private 
ownership,  subject  to  public  regulation,  and  those  who  favor 
government  ownership. 

Before  the  war  the  question  of  government  regulation 
versus  government  ownership  was  recognized  as  having 
various  phases,  but  three  were  considered  of  paramount 
importance,  and  the  war  has  not  changed  this.  One  of  these 
phases  is  the  military.  Which  policy  probably  will  have  the 
greater  tendency  to  enable  the  nation  successfully  to  attack 
its  enemies  or  to  defend  itself?  Another  is  the  economic 


RAILWAYS  IN  PEACE  AND  WAR  363 


phase.  Which  policy  probably  will  better  promote  the  eco- 
nomic welfare  of  the  country?  Third,  there  is  the  political 
phase.  Which  policy  probably  will  produce  the  more  favor- 
able effects  on  the  government  of  the  country?  Before  the 
present  war  there  was  much  evidence  bearing  upon  the 
economic  and  political  phases  of  the  question.  There  was 
very  little  which  threw  any  light  on  its  military  phase. 
There  had  been  no  great  war  in  which  the  service  of  railways 
owned  and  managed  by  private  companies  had  been  directly 
pitted  against  the  service  of  railways  owned  and  managed 
by  governments. 

The  foremost  representative  of  militarism,  Germany,  had 
proceeded  on  the  assumption  that,  primarily  for  military 
reasons,  railways  ought  to  be  in  the  hands  of  the  state. 
Austria,  the  other  great  Central  Power,  had  done  likewise. 
The  railways  of  Belgium  also  were  government-owned,  as 
were  sixty  per  cent  of  those  of  European  Russia.  On  the 
other  hand,  in  England  at  the  outbreak  of  the  war  all  the 
railways  were  in  private  hands,  while  in  France  five  of 
the  seven  great  companies,  having  over  eighty  per  cent  of  the 
total  mileage,  also  were  under  private  management.  It  was 
the  railways  of  these  six  countries  which  had  to  perform  the 
great  feats  of  military  transportation  in  the  early  stages  of 
the  conflict.  As  to  the  countries  which  have  since  entered  it, 
in  Japan,  Italy,  Rumania,  Bulgaria,  and  Turkey,  govern- 
ment ownership  preponderates,  while  in  the  United  States 
private  ownership  prevails.  In  Canada  private  ownership 
preponderates;  in  Australia  government  ownership. 

Railway  transportation  is  no  longer  merely  incidental  to 
military  operations.  The  experience  of  the  last  three  years 
has  shown  that  war  on  the  modern  scale  could  not  be  con- 
ducted without  railways.  Formerly,  when  an  army  moved 
any  considerable  distance  from  its  base  of  supplies  it  had  to 
“live  upon  the  country,”  and  the  size  of  an  army  which  could 
do  this  was  necessarily  small,  measured  by  present  standards. 
Now  armies  of  enormous  size  can  carry  on  their  operations 
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long  distances  from  their  bases  of  supplies  because  railways 
enable  them  to  draw  their  supplies  from  entire  countries  and, 
with  the  aid  of  steamships,  from  the  entire  world.  The  rela- 
tive efficiency  with  which  the  railways  of  the  combatants 
render  their  service  has  become  a factor  of  vital  importance. 

Before  the  great  war  it  was  contended  by  advocates  of 
government  ownership  that  this  policy  was  necessary  in 
order  that  in  war  railway  operation  might  be  directed  with 
the  secrecy,  the  centralization,  and  the  unity  of  control  essen- 
tial to  the  greatest  celerity  and  efficiency  of  action.  The  first 
moves  in  the  world  war  seemed  to  support  this  contention. 
The  mobilization  of  the  German  army  was  conducted  with 
greater  celerity  and  on  a larger  scale  in  the  early  stages  than 
that  of  the  other  combatants.  But  in  England  and  France, 
although  all  the  railways  of  the  former  and  most  of  those  of 
the  latter  were  owned  by  private  companies,  there  had  been 
worked  out  in  advance  and  given  the  force  of  law  plans  for 
centralizing  and  unifying  the  management  of  the  railways 
and  co-ordinating  their  operations  with  those  of  the  army 
and  navy  departments.  These  plans  were  almost  instantly 
put  into  effect  and  all  the  available  evidence  indicates  that, 
on  the  whole,  the  English  and  French  railways  have  given 
as  good  an  account  of  themselves  as  those  of  Germany. 

If  they  did  not  do  so  in  the  very  first  days  of  the  war, 
this  probably  was  due,  not  to  the  fact  that  they  were  under 
private  management,  but  to  the  circumstances  that  Germany 
was  the  aggressor  and  that  in  respect,  not  only  to  military 
transportation,  but  to  all  other  matters  affecting  the  conduct 
of  the  war,  she  was  much  better  prepared  than  England  and 
France.  In  fact,  before  the  war  began  the  manager  of  one 
of  the  large  English  systems  predicted  that  the  railways  of 
his  country  would  be  able  to  bear  any  burden  that  the  govern- 
ment might  ever  put  upon  them  in  connection  with  military 
operations;  and  after  the  war  had  been  in  progress  some 
time,  the  chairman  of  one  of  the  largest  British  systems  made 
a public  statement,  which  stands  uncontradicted,  that  the 
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railways  were  better  prepared  at  the  start  to  perform  their 
part  and  did  perform  it  better  than  any  department  of  the 
government.  Now,  the  management  of  the  British  railways 
during  the  wrar  cannot  properly  be  called  government  opera- 
tion, since  it  is  in  the  hands  of  a Railway  Executive  Commit- 
tee composed  of  their  own  general  managers  and  officered 
by  the  same  men  who  were  operating  them  before  the  war 
began.  Practically  the  same  statement  may  be  made  as  to 
the  French  railways.  It  is  well  known  that  General  Joffre 
has  said  that  “this  is  a railway  war,”  and  has  added:  “The 
battle  of  the  Marne  was  won  by  the  railways  of  France.”  It 
was  not  the  two  French  state  railways,  but  two  of  the  great 
private  railways,  the  Northern  and  the  Eastern,  which  had  to 
render  the  greatest  service  to  the  French  armies  in  the  battle 
of  the  Marne,  as  they  have  had  to  do  in  all  the  subsequent 
military  operations.  The  most  conspicuous  failure  of  rail- 
ways in  the  war  has  been  in  Russia;  and  the  government- 
owned  railways  of  Austria  have  made  nothing  like  so  good  a 
showing  as  the  private  railways  of  England  and  France. 

In  no  other  country,  perhaps,  has  the  adaptability  of  pri- 
vate railways  to  the  conditions  of  war  been  better  illustrated 
than  in  the  United  States.  Four  days  after  Congress 
declared  war  against  Germany,  the  chief  executives  of  our 
railways,  in  response  to  a suggestion  from  the  Council  of 
National  Defense,  met  in  Washington  to  confer  regarding 
the  means  they  ought  to  adopt  to  enable  the  roads  to  render 
to  the  government  and  the  public  during  the  war  the  most 
efficient  service.  Their  meeting  was  short,  but  before  it 
adjourned  they  had  resolved  to  subordinate  all  their  individ- 
ual interests  and  competitive  rivalries  to  the  object  of  render- 
ing the  maximum  amount  of  useful  service  to  the  government 
and  the  public.  They  determined  that  during  the  war  the 
railways  should  be  operated  as  a single  national  transporta- 
tion system;  and  for  the  carrying  out  of  this  plan  they  cre- 
ated a committee  of  five  railway  chairmen  and  presidents, 
now  known  as  the  “Railroads’  War  Board,”  in  which  was 
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vested  authority  to  supervise  the  management  of  every  line 
in  the  country. 

In  consequence  the  railways  were  the  first  industry  to 
tender  to  the  national  government  a unified  service  under  a 
centralized  management.  They  were  already  almost  over- 
whelmed with  a commercial  traffic  which  during  the  preced- 
ing two  years  had  expanded  at  a rate  unprecedented ; and  on 
May  1 there  was  reported  the  largest  car  shortage  ever 
known.  But  on  June  1,  as  a result  of  the  exertions  of  the 
railroad  managements  under  the  supervision  of  their  War 
Board,  and  of  the  co-operation  of  public  officials  and  shippers 
and  consignees,  the  car  shortage  had  been  reduced  thirty  per 
cent.  Since  the  war  began  the  traffic  of  the  English  rail- 
ways has  increased  fifty  per  cent;  and  that  of  the  French 
railways  serving  the  zone  of  military  operations  has  doubled. 
The  entrance  of  the  United  States  into  the  war  has  added 
greatly  to  the  already  enormous  traffic  with  which  our  rail- 
ways were  burdened.  It  was  in  anticipation  of  this  that  the 
government  allowed,  and,  indeed,  encouraged  our  railways 
to  adopt  the  resolution  to  eliminate  their  competitive  rivalries, 
in  spite  of  the  fact  that  when  it  was  adopted  it  was  in  deroga- 
tion of  the  Sherman  Anti-Trust  law. 

If  we  can  judge  by  the  experience  of  our  own  and  other 
countries  thus  far,  the  operation  of  railways  in  the  war  is 
going  to  demonstrate  that  the  system  of  private  management 
subject  to  public  regulation  has  a flexibility  and  adaptability 
and  a “punch,”  which  make  railways  under  this  system  a 
more  potent  instrumentality  in  war  than  railways  owned  and 
operated  by  a government.  This  is  due  to  a number  of 
causes.  One  of  them  is  that  private  ownership  results  in 
stronger  and  more  resourceful  men  being  advanced  to  the 
highest  places.  Another  is  that  it  does  not  involve  all  the 
parts  of  a railway  organization  in  the  red  tape  which  renders 
it  so  difficult  for  governmental  organizations  to  act  with  the 
freedom  and  celerity  required  in  great  emergencies. 

While  the  war  continues,  we  shall  have  large  economic  as 
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well  as  large  military  problems  to  deal  with ; and  when  it  is 
ended  our  economic  problems  will  be  more  numerous  and 
more  difficult  to  solve  than  they  were  before  it  began. 
Therefore,  it  is  extremely  desirable  that  even  while  the  war 
is  going  on  the  people  of  the  United  States  should  give 
profound  consideration  to  the  economic  phases  of  the  ques- 
tion of  government  ownership  versus  government  regulation. 

N ow,  the  service  rendered  by  railways  is  in  the  main  merely 
one  of  the  processes  of  productive  industry.  Every  time 
they  move  a ton  of  goods  they  as  truly  add  to  the  value  of  the 
goods  and  to  the  wealth  of  the  community  as  does  the  factory 
which  produces  the  goods ; and  the  reasons  why  it  is  desirable 
to  have  transportation  produced  economically  are  precisely 
the  same  as  the  reasons  why  it  is  desirable  to  have  manufac- 
tured goods  produced  economically. 

While,  however,  efficiency  in  production  is  so  essential,  it 
is  perhaps  no  more  important  than  equity  in  distribution. 
This  latter  is  desirable  in  itself.  It  is  also  desirable  as  a 
means  of  promoting  efficiency.  Nothing  is  more  conducive 
to  efficiency  than  the  rewarding  of  people  according  to  their 
deserts,  or  is  more  destructive  of  it  than  the  opposite  practice. 
Consequently,  in  studying  the  question  of  government  regu- 
lation versus  government  ownership  we  must  weigh  the 
effects  that  these  two  policies  are  likely  to  have  on  both  pro- 
duction and  distribution. 

The  effect  which  either  policy  will  have  on  production  will 
depend  mainly  on  its  influence  on  the  economy  of  railway 
management.  The  expenses  of  railways,  as  of  all  concerns, 
are  of  two  kinds,  capital  expenses — return  on  investment — 
and  operating  expenses.  The  total  return  which  must  be 
paid  on  the  capital  of  a railway  depends  partly  on  its  credit 
and  partly  on  the  amount  invested  in  it.  Under  public 
ownership  the  credit  of  the  government  would  be  used  in 
raising  capital.  The  credit  of  governments  ordinarily  is  bet- 
ter than  that  of  individuals  or  corporations.  But  when  the 
obligations  of  a government  are  increased  greatly,  its  credit, 
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like  that  of  individuals  and  corporations,  is  affected,  and  the 
rate  of  interest  it  must  pay  is  advanced.  The  leading  gov- 
ernments of  Europe  are  now  paying  upwards  of  six  per  cent. 
It  is  ordinarily  assumed  that  a government’s  credit  will  not 
be  affected  so  much  when  it  raises  funds  to  invest  in  a money- 
earning concern,  such  as  a railway,  as  when  it  raises  them  for 
an  unproductive  purpose,  as  for  carrying  on  a war.  This 
may  be  correct.  But  while  revenue-producing  concerns 
owned  by  a government  may  earn  profits,  they  may  also  incur 
losses.  The  possibility  that  under  public  management  the 
railways  of  this  country  would  incur  losses  which  would  have 
to  be  paid  from  taxes  would  affect  unfavorably  the  credit  of 
the  government.  Nevertheless,  there  doubtless  would  be  for 
some  time  a reduction  in  the  total  return  which  would  have  to 
be  paid  on  railway  capital. 

The  government  of  the  United  States  has  the  best  credit  in 
the  world,  but  the  purchase  of  the  railways  would  be  an 
enormous  transaction.  The  investment  in  their  road  and 
equipment  is  $18,000,000,000.  A valuation  of  them  would 
hardly  be  less.  It  was  contended  before  the  United  States 
entered  the  wrar  that  it  could  raise  enough  capital  to  acquire 
the  railways  by  the  issuance  of  3 per  cent  bonds  at  par;  and 
as  the  return,  in  interest  and  dividends,  paid  by  the  railway 
companies  on  their  outstanding  bonds  and  stocks  during  the 
last  five  years,  for  which  we  have  full  statistics,  averaged 
4.44  per  cent,  it  was  estimated  that  under  government  owner- 
ship a large  part  of  the  return  paid  on  capital  could  be  saved. 
Recent  experience  has  demonstrated  the  fallaciousness  of 
some  of  these  estimates.  The  fact  is  that  the  amount  of 
capital  in  the  United  States  seeking  investment  even  on  the 
very  best  security  at  low  rates  of  interest  is  relatively  small, 
and  it  is  probable  that,  tax  and  other  conditions  being  equal, 
there  is  not  a difference  of  more  than  one-half  of  one  per 
cent  between  the  return  which  the  investing  public  will 
accept  on  a government  bond,  and  on  a “gilt-edge”  security 
of  a large  railway  company.  Therefore,  while  under  gov- 
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emment  ownership  it  would  not  be  necessary  to  pay  so  high 
a rate  of  return  as  must  be  paid  to  raise  capital  for  railway 
companies,  it  is  easy  to  exaggerate  the  saving  which  would 
be  effected  by  substituting  the  credit  of  the  government  for 
that  of  private  companies. 

The  total  interest  on  the  railway  debt  would  depend  at  the 
start  on  the  original  cost  of  the  roads  and  on  the  rate  of 
interest  on  the  bonds  issued.  But  it  would  be  necessary  to 
continue  to  make  great  improvements  and  to  build  new  lines. 
This  would  require  new  investment.  Whether  the  total 
interest  on  the  debt  incurred  in  providing  these  additional 
facilities  would  exceed  the  total  return  paid  on  the  capital 
invested  in  them  if  they  were  provided  by  private  companies, 
would  depend  largely  on  whether  the  government  spent  more 
or  less  on  the  facilities  in  question  than  would  private  com- 
panies, and  this  would  depend  on  its  skill  as  a manager  and 
the  efficiency  of  its  labor.  As  the  skill  of  the  management 
and  the  efficiency  of  the  labor  of  a railway  system  largely 
determine  its  capital  expenses,  and  as  they  much  more  largely 
determine  its  operating  expenses,  the  advantage  which  would 
be  derived  under  government  ownership  from  using  the 
credit  of  the  government  in  raising  capital  might  be  small 
compared  with  the  gains  that  might  be  secured  or  the  losses 
that  might  be  incurred,  according  as  government  manage- 
ment was  more  or  less  skilful  and  economical  than  public 
regulation  and  private  management  would  be. 

One  of  the  great  disadvantages  of  the  system  of  public 
regulation  is  the  division  of  responsibility  it  involves  between 
the  regulating  bodies  and  the  railway  managements.  In  the 
United  States  there  is  a serious  division  of  responsibility 
between  the  regulating  authorities  themselves.  The  States 
as  well  as  the  nation  regulate  the  companies;  and  many  of 
the  States  endeavor  to  secure  special  privileges  and  benefits 
for  their  own  people  regardless  of  the  effects  on  the  railways 
and  on  the  people  of  other  States. 

The  greatest  essentials  to  the  efficient  and  economical 
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operation  of  any  large  concern  are  far-sighted,  skilful,  and 
energetic  administration,  and  efficient  labor.  One  of  the 
most  fundamental  and  important  differences  between  gov- 
ernment regulation  and  government  management  is  that 
under  the  former  public  officials  exercise  merely  the  authority 
of  supervision  and  correction,  while  under  the  latter  they 
administer  the  enterprise.  The  two  functions  are  unlike. 
The  former  is  chiefly  legislative.  The  main  duty  of  regulat- 
ing bodies  is  to  make  general  rules  for  the  guidance  and  con- 
trol of  the  acts  of  others.  The  administrative,  or  managing, 
function,  on  the  other  hand,  is  an  initiating  and  executive  one. 
The  management  of  a railway  system  determines  where  it 
will  be  advantageous  and  desirable  to  build  extensions  and 
make  improvements.  It  determines  according  to  what  ideals 
and  standards  the  property  shall  be  built,  maintained,  and 
operated.  It  selects  and  directs  the  officers.  It  selects, 
directs,  trains,  and  disciplines  the  employees  and  determines, 
within  limits  fixed  by  law  and  public  opinion,  their  wages 
and  working  conditions.  On  its  judgment,  courage,  energy, 
and  ability  mainly  depends  the  success  of  the  railways,  what- 
ever their  ownership.  The  elements  and  essentials  of  suc- 
cessful administration  are  not  changed  by  the  transfer  of  a 
concern  from  the  ownership  of  a company  to  that  of  the 
public. 

Under  public  regulation  and  private  ownership  the  various 
railways  are  managed  separately.  One  argument  made  for 
government  ownership  is  that  large  economies  could  be 
effected  by  consolidating  them.  But  out  of  the  very  magni- 
tude of  the  consolidated  business  might  arise  some  of  the  most 
serious  obstacles  to  managing  it  successfully.  There  has 
been  within  the  present  generation  a great  increase  in  the  size 
of  business  concerns.  The  investment  represented  by  single 
corporations  has  grown  from  tens  of  millions  to  hundreds  of 
millions  and  even  billions.  Large  savings  have  been  secured 
in  many  cases  by  increasing  the  size  of  business  units.  But 
whether  there  are  not  laws  of  economics  and  human  nature 
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which  cause  a relative  reduction  of  efficiency  when  the  size  of 
enterprises  and  organizations  is  increased  beyond  certain 
undefined  limits,  is  still  in  doubt.  President  Hadley  has 
expressed  the  opinion  that  “the  difficulty  of  finding  men  to 
manage  the  largest  of  these  enterprises  constitutes  the  great- 
est bar  to  their  success.” 

Under  government  ownership  our  railway  system  would 
constitute  a unit  vastly  transcending  any  other  business  unit 
that  ever  existed.  In  mileage,  investment,  traffic,  earnings, 
expenses,  number  of  employees,  and  territorial  area  covered, 
any  other  railway  system  is  a pigmy  compared  with  that  of 
the  United  States.  Russia,  with  50,000  miles  of  line  in 
Europe  and  Asia,  has  the  largest  mileage  of  any  country 
except  ours;  and  the  United  States  has  five  times  the  mileage 
of  Russia.  The  capitalization  of  the  Prussian-Hessian  state 
railways,  the  largest  government  railway  system  under  a 
single  management,  is  $3,000,000,000.  The  investment  in 
our  government  railway  system  would  be  at  least  $18,000,- 
000,000,  or  six  times  as  large. 

The  problem  of  developing  and  working  an  organization 
which  would  centralize  authority  enough  to  co-ordinate  all 
parts  of  this  vast  system,  and  which  would  at  the  same  time 
decentralize  authority  sufficiently  to  enable  each  part  to  cope 
with  local  conditions  and  needs,  would  be  the  biggest  and 
hardest  industrial  problem  ever  presented  to  the  genius  and 
energy  of  man.  Therefore,  even  though  the  best  judgment 
and  ability  of  the  country  were  enlisted  and  allowed  to  carry 
on  the  business  without  any  political  or  other  vitiating  form 
of  interference,  it  is  questionable  if  the  advantages  which 
would  be  gained  by  consolidation  would  not  be  outweighed 
by  disadvantages  arising  from  the  unwieldy  magnitude  of 
the  undertaking. 

The  results  of  the  attempt  which  our  railways  are  now 
making  to  centralize  authority  enough  to  co-ordinate  all 
parts  of  our  system,  and  thereby  secure  the  benefits  of  con- 
solidation, while  at  the  same  time  leaving  individual  units 
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enough  authority  to  deal  with  local  conditions  and  needs, 
will  doubtless  throw  much  light  on  both  the  advantages  and 
the  disadvantages  of  centralized  control,  with  the  loss  of  the 
benefits,  and  at  the  same  time  the  elimination  of  the  wastes, 
of  competition.  Perhaps  experience  will  show  that  it  is 
undesirable  to  return  wholly,  or  even  partially,  to  the  old 
system  under  which  each  railway — not  merely  because  it 
wanted  to,  but  under  compulsion  of  federal  and  state  laws — 
handled  its  business  independently  of,  and  often  antagonis- 
tically to,  all  other  railways.  But  this,  while  demonstrating 
the  desirability  of  greatly  modifying  our  ante-war  policy  of 
private  ownership  and  public  regulation,  would  by  no  means 
demonstrate  that  it  should  be  entirely  abandoned  in  favor  of 
complete  consolidation  under  government  ownership  and 
management. 

The  government  might  put  at  the  head  of  its  railway 
organization  a cabinet  minister.  This  is  what  is  done  in 
most  countries  where  the  railways  are  owned  by  the  public, 
and  is  what  is  done  in  our  own  country  in  the  case  of  the 
postal  department.  It  might  put  at  its  head  a board  or 
commission.  In  any  case,  it  would  be  essential  to  efficient 
administration  that  all  the  higher  officers  should  be  given 
and  should  retain  their  positions  solely  because  of  their  pre- 
eminent ability  and  special  fitness.  Great  difficulties  would 
be  met  in  getting  and  keeping  such  men.  The  government 
would  not  pay  them  nearly  as  much  as  they  could  make  in 
private  business.  However,  the  honor  inherent  in  public 
office  is  more  attractive  to  many  able  men  than  a large 
income,  and  in  spite  of  small  salaries  the  government  might 
get  strong  men  if  appointments  and  the  tenure  of  office  were 
made  to  depend  entirely  on  merit.  But  this  statement  sug- 
gests a difficulty  greater  than  that  of  salaries.  The  policies 
of  large  private  concerns  and  of  the  government  in  selecting 
important  officials  differ.  There  is  hardly  a high  officer  of  a 
railway  or  of  an  industrial  corporation  but  owes  his  place  to 
his  ability  and  experience,  and  knows  that  his  tenure  of  office 
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depends  on  his  integrity  and  efficiency.  There  is  hardly 
a high  official  of  the  government  who  does  owe  his  office 
solely  to  experience  and  ability;  most  of  them  owe  their 
places  to  political  considerations,  and  know  they  will  lose 
them  for  similar  reasons.  Besides  being  able  and  specially 
trained  men,  the  managers  of  any  large  concern,  in  order  to 
conduct  it  successfully,  must  be  free  from  interference  except 
on  business  grounds.  In  view  of  our  almost  unvarying  expe- 
rience, there  seems  to  be  little  reason  for  believing  that  the 
managers  of  a government  railway  system  would  be  free 
from  such  interference. 

With  respect  to  labor,  there  appears  to  be  no  ground  for 
contending  that  it  would  be  more  efficient  under  government 
than  under  private  management.  Its  efficiency  depends 
largely  on  the  energy  and  skill  of  the  management  in  train- 
ing, organizing,  and  directing  it;  and  reasons  have  been 
given  for  apprehending  that  the  management  of  our  railways 
under  government  ownership  would  be  less  energetic  and 
skilful  than  under  private  ownership.  It  is  probable  also 
that  under  government  ownership  labor  would  be  more  diffi- 
cult to  train,  control,  and  direct.  Under  private  ownership 
most  employees  are  taken  into  the  service  and  retained,  dis- 
charged, or  promoted  because  of  the  management’s  belief  in 
their  fitness  or  unfitness.  It  is  almost  certain  that  under 
government  ownership  many  of  them  would  owe  their  places 
to  politics;  and  men  who  owe  their  jobs  to  politics  are  more 
likely  to  be  loyal  to  their  party  politicians  than  to  their  supe- 
rior officers.  Even  civil  service  rules  are  not  a satisfactory 
substitute  for  business  methods  in  dealing  with  employees. 
It  seems  clear  that  under  government  management  the 
average  efficiency  of  the  employee  would  be  reduced,  and 
that  more  men  would  have  to  be  hired  to  do  the  same  work. 

Political  considerations,  under  government  ownership, 
may  cause  lines  to  be  built  and  improvements  to  be  made 
where  they  are  not  needed,  and  prevent  them  from  being 
provided  where  they  are  needed.  They  may  cause  contracts 
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to  be  let  and  purchases  to  be  made  to  further  party  instead 
of  public  interests.  They  may  cause  passenger  and  freight 
service  to  be  rendered,  not  for  the  benefit  of  the  public,  but 
to  placate  favored  communities.  The  conclusion  that  the 
total  cost  incurred  in  furnishing  transportation  would  be 
increased  under  government  ownership  seems  inevitable. 
It  is,  moreover,  supported  by  the  comparative  results  of  gov- 
ernment and  private  railways.  There  are  thirteen  coun- 
tries in  the  world  in  which  the  average  capitalization  or  cost 
of  construction  of  the  railways  per  mile  exceeds  the  average 
for  the  railways  of  the  United  States.  In  ten  of  these  gov- 
ernment ownership  preponderates,  while  in  only  three  does 
private  ownership  preponderate.  The  operating  expenses 
of  state  and  private  railways  disclose  facts  of  similar  import. 
The  private  railways  of  France  before  the  war  handled  more 
traffic  in  proportion  to  their  operating  expenses  than  the  state 
railways  of  that  country.  The  railways  of  Prussia  are  the 
best  managed  state  railways  in  the  world,  but  they  handled 
less  traffic  before  the  war  in  proportion  to  their  operating 
expenses  than  the  private  railways  of  France.  The  private 
railways  of  Canada  handle  more  traffic  in  proportion  to  their 
operating  expenses  than  the  government-owned  Inter- 
colonial. Indeed,  the  private  railways  of  Canada  and  the 
United  States  move  more  passengers  and  freight  in  propor- 
tion to  their  operating  expenses  than  any  other  railways  in 
the  world,  and  at  the  same  time  pay  the  highest  wages.  It 
may  be  suggested  that  the  relatively  higher  expenses  of 
state  railways  are  due  to  the  fact  that  they  give  superior 
service;  the  facts  do  not  show  this. 

But,  as  has  already  been  indicated,  even  though  it  be 
proved  that  the  total  expense  incurred  in  furnishing  trans- 
portation would  be  more  under  government  ownership  than 
under  government  regulation,  it  does  not  follow  that  the  lat- 
ter policy  is  preferable.  The  comparative  effects  which  the 
two  policies  probably  will  have  on  the  distribution  of  wealth 
must  also  be  considered. 
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Private  management  of  railways  in  this  country  formerly 
promoted  unfair  distribution  to  an  extraordinary  degree. 
This  was  due  mainly  to  two  practices.  One  was  unfair  dis- 
crimination, its  most  obnoxious  and  harmful  form  being 
secret  rebating.  The  other  was  financial  manipulation. 
The  practice  of  rebating  contributed  towards  building  up 
big  concerns  at  the  expense  of  little  concerns.  It  gave  to 
those  who  had,  and  took  from  those  who  had  not.  The  finan- 
cial legerdemain  mentioned  tended  to  enrich  a comparatively 
few  investors  at  the  expense  of  the  majority  of  investors  and 
of  the  public.  If  these  pernicious  practices  still  continued 
unabated  we  should  probably  have  to  conclude  that  govern- 
ment management  would  contribute  more  effectively  towards 
an  equitable  distribution  of  wealth  than  private  ownership 
and  public  regulation.  But  the  most  beneficent  result  of  the 
effective  federal  regulation  of  the  last  ten  years  has  been  the 
almost  complete  abolition  of  unfair  discrimination.  Govern- 
ment management  could  not  possibly  have  accomplished 
more  along  this  line;  and  there  is  no  ground  for  doubting 
that  under  continued  government  regulation  the  improve- 
ment will  be  permanent.  The  reform  in  the  field  of  finance 
has  not,  perhaps,  been  so  complete.  But  that  publicity  and 
an  aroused  public  sentiment  have  produced  great  effects  is 
shown  by  the  fact  that  almost  every  railway  financial  transac- 
tion which  has  caused  a scandal  was  begun,  and  that  most  of 
them  were  consummated,  before  the  present  period  of  effec- 
tive regulation  was  entered  upon.  The  improvement  made 
has  been  achieved  in  spite  of  the  fact  that  the  Interstate 
Commerce  Commission  has  been  given  no  power  to  regulate 
the  issuance  of  railway  securities,  although  at  least  nineteen 
States  have  given  such  authority  to  their  commissions. 
With  the  Interstate  Commerce  Commission  clothed  with  and 
intelligently  exercising  a reasonable  authority  over  the  issu- 
ance of  securities,  the  management  of  the  financial  affairs  of 
all  our  railways  probably  would  become  as  conservative  and 
honest  as  that  of  most  has  been  for  many  years. 
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However,  under  either  the  system  of  government  regula- 
tion, or  that  of  government  management,  there  will  always 
be  a struggle  going  on  to  determine  how  the  burdens  and 
benefits  resulting  from  the  development  and  operation  of  the 
railways  shall  be  divided.  Under  either  system  travellers 
and  shippers  will  want  low  rates,  labor  will  want  shorter 
hours  and  higher  wages,  and  the  owners  of  the  railways, 
whether  capitalists  or  the  public,  will  want  to  increase  the 
profits  or  reduce  the  deficit.  The  public  welfare  demands 
that  this  struggle  be  not  allowed  to  result  in  the  securing  by 
some  of  those  engaged  in  it  of  unfair  privileges  and  advan- 
tages over  the  rest.  The  only  authority  which  can  both 
control  and  arbitrate  the  struggle  is  the  government. 

But  a government  is  not  a mechanical  device  which  auto- 
matically registers  what  is  right  and  wrong,  what  is  fair  and 
unfair,  and  in  the  same  manner  issues  and  enforces  its  decrees. 
Governments  are  officered  by  ordinary  men ; and  in  a demo- 
cratic country  these  men  depend  for  their  places  on  the 
suffrages  of  other  men.  Therefore,  under  either  system 
those  who,  in  a democratic  country,  compose  the  government, 
will  deal  with  matters  affecting  railways  with  some  regard 
to  their  own  political  interests.  The  railway  policy  most 
likely  to  cause  equity  to  be  done  will  be  that  which  tends  most 
strongly  to  make  it  to  the  interest  of  those  in  office  to  hold  the 
balances  even  between  all  sections  and  classes.  Under  the  sys- 
tem of  public  regulation  the  regulating  officials  occupy  posi- 
tions of  some  detachment  with  respect  to  railway  affairs ; and 
experience  indicates  that  the  pressure  brought  to  bear  upon 
them  by  the  various  classes  and  communities  is  likely  to  be 
such  as  ordinarily  to  cause  them  to  deal  out  approximate 
justice. 

Railways  cannot  be  satisfactorily  developed,  maintained, 
and  operated  under  private  ownership  unless  those  who  invest 
in  them  are  allowed  to  derive  a reasonable  return  from  their 
investment ; and  the  arguments  that  may  be  marshalled  and 
the  pressure  that  may  be  exerted  for  a policy  which  recog- 
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nizes  this  principle  will  usually  prevail.  Furthermore, 
under  our  form  of  government  the  regulating  authorities 
cannot  constitutionally  reduce  the  net  income  of  the  railways 
below  a “fair  return.”  At  the  same  time,  under  public  regu- 
lation rates  and  earnings  are  not  likely  to  be  excessive. 
Experience  has  shown  that  those  who  pay  the  rates  can  and 
will  organize  and  fight  effectively  for  reasonable  reductions 
of  them  and  against  unreasonable  advances.  The  employees 
of  private  railways  have  demonstrated  that  they  can  get  and 
keep  their  wages  on  at  least  as  high  an  average  level  as 
employees  of  other  classes  of  concerns  and  of  governments 
themselves.  Finally,  public  officials  are  likely  to  be  alert  and 
active  in  compelling  private  railways  to  pay  to  the  public 
their  share  of  taxes. 

The  situation  is  radically  altered  when  railways  become 
government  property.  The  government,  and  the  men  who 
compose  it,  are  then  changed  from  arbiters  of  the  struggle  to 
parties  to  it.  The  constitutional  rule  which  prevents  net 
income  from  being  reduced  below  a “fair  return”  would  not 
apply  under  government  ownership.  The  authority  of  the 
law-making  body  over  the  railways  would  become  practically 
absolute ; and  it  could  make  any  distribution  of  the  burdens 
and  benefits  of  their  development  and  operation  it  might  see 
fit.  It  might  nominally  give  the  managers  large  freedom 
of  action.  But  what  the  law-makers  have  given  they  can  take 
away.  Therefore,  there  would  be  frequent  appeals  from  the 
managers  to  the  law-making  body ; and  the  law-makers,  and 
through  them  the  management,  would  be  constantly  sub- 
jected to  political  pressure.  They  would  be  subjected  to 
pressure  by  bodies  of  the  employees  for  higher  wages  and 
easier  conditions  of  work.  They  would  be  subjected  to 
pressure  by  organized  bodies  of  shippers  for  low  freight 
rates,  and  by  organized  bodies  of  commercial  travellers, 
working  men,  and  commuters  for  low  passenger  rates. 
They  would  be  subjected  to  pressure  from  communities  all 
over  the  country  for  “pork  barrel”  railway  appropriations. 
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There  is,  however,  one  class  which  is  never  organized, 
except  sporadically  and  temporarily,  to  influence  govern- 
ment in  its  behalf.  This  is  the  taxpayers.  It  is  the  largest 
class  of  all.  But  a small  body  of  voters  having  a single 
common  interest  which  it  has  organized  itself  to  promote 
often  exerts  more  influence  on  government  than  a large  class 
whose  members  do  not  clearly  recognize  their  common  inter- 
est and  organize  especially  to  promote  it.  Therefore,  the 
class  which  under  government  ownership  is  least  likely  to  be 
protected  is  the  taxpayers.  Now,  most  of  us  pay  some 
taxes  directly.  All  pay  them  indirectly.  They  enter  into 
our  house  rent,  into  the  cost  of  our  clothing,  into  the  prices 
of  everything  we  eat  or  drink.  Unfortunately,  in  countries 
having  government  ownership  the  taxes  levied  to  pay  the 
railway  deficits  are  always  so  mixed  up  with  the  prices  of 
goods  and  with  other  taxes  that  those  who  pay  them  have  no 
idea  what  part  of  them  is  used  to  meet  the  expenses  of  the 
government  and  what  to  meet  the  deficit  of  the  railways. 

The  conclusion  that  the  increased  economic  burden  due 
to  government  ownership  will  be  imposed  mainly  on  the 
taxpayers  is  supported  by  experience.  It  cannot  be  shown 
that  the  average  wages  paid  by  state  railways  are  ordinarily 
higher,  under  comparable  conditions,  than  those  paid  by 
private  railways,  although  under  government  ownership 
more  men  usually  are  employed  to  do  a given  amount  of 
work.  It  cannot  be  shown  that  the  passenger  rates  of  state 
railways  usually  are  relatively  lower  than  those  of  private 
railways.  On  the  other  hand,  their  freight  rates  usually  are 
relatively  much  higher,  and  the  total  amount  which  has  to  be 
paid  for  the  transportation  of  a given  amount  of  passenger 
and  freight  traffic  usually  is  substantially  more  than  on 
private  railways. 

Yet  while  private  railways  always  are  required  to  pay 
taxes  to  the  public,  the  rule  as  to  state  railways  is  that  taxes 
have  to  be  collected  from  the  public  to  make  up  their  deficits. 
There  are  some  state  railways  which  earn  the  interest  on  the 
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total  investment  in  them,  and  even  more.  This  is  true,  for 
example,  of  those  of  Prussia  and  Japan.  But  in  Canada, 
Belgium,  Italy,  France,  Norway,  Sweden,  Austria,  Hun- 
gary, Switzerland,  Russia,  Australia,  New  Zealand,  Argen- 
tina, and  most  other  countries  the  state  railways  usually  have 
failed  to  earn  their  total  operating  expenses  and  interest. 
Under  public  regulation  and  private  ownership  in  the  United 
States  the  railways  now  pay  in  taxes  to  the  state  and  national 
governments  $150,000,000  a year,  or  4^  per  cent  of  their 
total  earnings.  Under  government  ownership  the  States 
could  not  tax  them  without  the  consent  of  the  federal  govern- 
ment. Even  though  the  federal  government  gave  its  con- 
sent, the  public  would  not  be  much  benefited  if  the  taxes 
collected  by  the  States  merely  added  an  equivalent  amount 
to  the  taxes  which  the  people  would  have  to  pay  to  the  federal 
government  to  make  up  a railway  deficit.  The  burden  of 
taxes  which  the  present  war  will  put  upon  the  American 
public  will  be  quite  heavy  enough  without  having  large 
railway  deficits  added  to  it. 

Candid  and  logical  consideration  of  the  conditions  and 
influences  under  which  either  the  policy  of  government  man- 
agement or  that  of  government  regulation  must  be  carried 
out  in  this  country,  of  the  experience  of  other  countries  with 
other  government  management  of  railways,  and  of  our  own 
experience  wTith  private  management  subject  to  government 
regulation,  can  hardly  fail,  it  would  seem,  to  lead  us  to  the 
conclusion  that  our  policy  of  government  regulation  is  more 
likely  than  government  management  to  produce  favorable 
economic  results  here.  When,  in  addition,  we  contemplate 
the  political  perils  to  which  government  ownership  would 
expose  us,  the  case  made  against  the  adoption  of  that  policy 
in  the  United  States  becomes  overwhelmingly  strong. 

F or  years  the  railways  of  this  country  were  in  politics  very 
deeply.  But  almost  everywhere  the  companies  have  been 
driven  out  of  politics ; and  in  most  parts  of  the  country  they 
now  possess  hardly  a vestige  of  the  influence  over  govern- 
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ment  they  formerly  exercised.  This  is  shown  by  the  amount 
of  regulation  to  which  they  have  been  subjected. 

Under  public  regulation,  the  chief  regulating  body,  the 
Interstate  Commerce  Commission,  is  practically  free  from 
political  pressure  regarding  rates,  partly  owing  to  the  fact 
that  there  are  constitutional  limits  which  it  is  known  that 
it  cannot  overstep.  Under  government  ownership,  there 
would  be  no  constitutional  restrictions  on  Congress  or  the 
commission  in  the  exercise  of  the  rate-making  power  any 
more  than  there  are  on  Congress  in  the  exercise  of  the  tariff- 
making power.  The  antagonisms  of  interest  of  different 
classes  and  sections  regarding  rates  would  be  even  sharper 
and  more  numerous  than  those  regarding  the  tariff.  There 
is  danger  that,  under  these  conditions,  the  regulation  of  rates 
would  become  as  demoralizing  an  influence  in  politics  as  has 
been  the  tariff  question. 

The  annual  expenditures  of  our  railways  for  new  construc- 
tion and  permanent  improvements,  and  for  equipment  and 
supplies  used  in  current  operation,  aggregate,  under  normal 
conditions,  almost  one  and  one-half  billions  of  dollars. 
Under  government  ownership  the  appropriations  for  these 
enormous  expenditures  would  be  made  by  Congress.  When 
we  consider  the  log-rolling  methods  used  in  connection  with 
appropriations  for  rivers  and  harbors,  public  buildings,  and 
army  and  naval  posts,  and  the  effects  produced  on  politics, 
how  can  we  doubt  that  similar  methods  would  be  used  under 
government  ownership  in  making  the  many  times  larger 
appropriations  for  railway  purposes,  and  that  like,  but 
greater,  effects  would  be  produced  by  them  on  politics? 

The  government  now  has  four  hundred  thousand  employ- 
ees in  its  civil  service.  The  acquisition  of  the  railways  would 
add  about  1,850,000,  making  the  total  at  least  two  and  a 
quarter  millions.  The  employees  of  the  railways  now  ordi- 
narily look  to  the  railway  companies  and  to  arbitration  boards, 
organized  under  federal  law,  for  improvements  in  their  wages 
and  conditions  of  work.  Only  in  one  case  has  any  large 
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body  of  them  gone  to  Congress  for  legislation  regulating 
their  wages;  and  the  way  in  which  the  passage  of  the 
Adamson  law  was  secured,  and  the  effects  of  its  enactment, 
hardly  constitute  a satisfactory  precedent.  Under  govern- 
ment ownership,  however,  the  employees  of  the  railways 
would  have  to  look  to  Congress,  just  as  government 
employees  do  now.  If  Congress  did  not  promptly  grant 
their  requests,  is  it  conceivable  that  civil  service  rules  could 
prevent  such  a large  body  of  voters,  who  together  with  their 
friends  might  hold  the  balance  of  political  power,  from 
resorting  to  political  action?  And  what  would  necessarily 
be  the  effects  on  our  politics  and  government  of  having  such 
a large  body  of  government  employees  and  voters  resort  to 
political  action,  not  to  promote  the  interests  of  the  public, 
but  to  promote  their  own  special  selfish  interests  at  the 
expense  of  the  public,  their  employer?  Government  regula- 
tion has  put  the  railways  out  of  politics.  Government  own- 
ership would  bring  them  back  in,  and  in  a way  and  to  an 
extent  which  wrould  cause  them  to  exercise  a greater  and  more 
malignant  influence  than  they  ever  have  exercised. 

The  end  sought  under  all  conditions  and  in  all  countries 
should  be  the  most  honest,  efficient,  and  economical  manage- 
ment of  the  railways  practicable.  On  this  depends  the 
service  that  will  be  given  in  peace  or  wrar,  the  rates  that  will 
be  charged,  the  financial  results  that  will  be  gained,  and  the 
strain  that  will  be  put  on  political  institutions.  But  the  best 
means  which  can  be  used  for  attaining  the  desired  end  vary, 
according  to  special  conditions  in  each  country.  That 
public  regulation  and  private  ownership  is  a better  means 
than  government  ownership  and  management  for  attaining 
this  end  in  the  United  States  is  a conclusion  which,  it  would 
seem,  must  be  forced  on  everyone  who  studies  the  matter 
thoroughly,  keeping  in  mind  all  the  conditions  and  consider- 
ations, whether  military,  political,  or  economic,  which  are 
pertinent  to  the  subject. 


